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The attached final report provides you with the results
of our audit of the internal controls over the third
party draft (TPD) systemin the Regional Admnistrative
Support Center, Division of Finance, Atlanta, GCeorgia.

W estimate that payments of $3.2 nillion were made

t hrough TPDs which were not within the guidelines of

the Department of the Treasury or the Department of

Heal th and Human Services policy. W found that the

TPD internal control system was not docunented, the
separation of key duties was inadequate, access to TPDs
and the suPporting docunmentation was not |imted, and
accountability for blank drafts was not assigned. In
addition, the internal control system did not ensure that
TPDs were not used as paynents for itens that should be
paid through a Treasury financial center or should not be
pai d on the supporting docunentation. Because internal
control weaknesses have also been detected in the TPD
system at other |ocations, we believe additiona
departmental oversight is warranted.

In response to our draft report, your office generally
agreed with our findings and reconmmendations. The
response stated that the O fice of Financial Operations
has initiated actions to inplenment enhanced internal
controls. Your office also plans to install a new Core
Accounting System which should ensure that resources are
adequately protected. The response is attached to the
report as Appendi x B.

We woul d appreciate receiving, within GO days, comments
on any additional action you take on this report. If you
have any questions, please call me or have your staff
contact John A Ferris, Assistant Inspector General for
Human, Fam |y and Departnental Services Audits, at (202)
619- 1175.

At t achnent
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This final report provides you the results of our audit
of the internal controls over the third party draft (TpD)
system in the Regional Admnistrative Support Center
(Rasc) , Division of Finance (DOF), Region IV.

Qur audit showed that DOF’s internal controls for.

TPDs were inadequate. W estinmate, based on statis-
tical sanpling, that for the period Septenber 28, 1989
t hrough Novenber 30, 1990, paynents of $3,224,946 were
made which were not in accordance with Departnment of the
Treasury (Treasury) regulations or Departnent of Health
and Human Services (Departnment or departnental) policy.
The Assistant Secretary for Mnagenent and Budget (ASMB)
officials believe that the Departnment's TpPDs are used
in conpliance with Treasury regulations and are nore
econom cal and expedi ent than paynents nade through a
Treasury financial center (TFC

W found that the TPD internal control system was not
adequat el y docunented, the separation of key duties
was inadequate, access to TPDs and the supporting
docunentation was not limted, and accountability for
bl ank drafts was not assigned. In addition, the in-
ternal control system did not ensure that TPDs were
not used as paynents for itenms that should be paid
through a TFC or should not be paid based on the
supporting docunentation.

W recommend that ASMB provide increased oversight of
this system nationw de and DOF establish and inpl enent
internal controls that assure TpDs are controlled in
accordance with applicable |aws and regul ations.

In response to our draft report, ASMB generalgnBagreed
with our findings and reconmendations. The A Stated
that the Ofice of Financial Operations (OFO has
initiated actions to inplenent enhanced I nternal
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control s. The ASMB also plans to install a new Core
Accounting System which should ensure that resources
are adequately protected. The response is attached to
the report as Appendix B.

| NTRODUCTI ON

Backgr ound

The DOF performs accounting, fiscal, and budget serv-
ices for the Departnent's regional staff and operating
divisions. The por’s fiscal responsibilities include

i ssuing TpDs for travel vouchers, travel advances, vendor
invoi ces, cash on deliveries, and energency enployee
salary payments. The TpDs are check-like Instruments
drawn agai nst and paid by nonfederal financial insti-
tutions. The TpDs are considered an alternate paynent
mechani sm for imprest fund cash disbursenents. Use of
TpDs al | ows agencies to either reduce the cash bal ance
held in their imprest funds or elimnate the use of cash
completely. Drafts are intended to offer better cash
managenent procedures, nore flexibility and better
internal control than cash imprest funds.

The Region |V DOF TPD system i ncl udes nmanual and
conputerized activities. | nformation from source
docunents is manually entered into the conputer system
The conputer automatically prepares the accounting
entries and prints the paynent information on bl ank
drafts. The drafts' are signed by authorized DOF

enpl oyees and forwarded to the payee. Supporting
docunents and copies of the drafts are manually filed
for future reference.

The Tpps are subject to Treasury regulations for the use
of imprest funds. These regulations state that imprest
funds are to be used for only specific types of paynents
such as: small purchases; repalir of equipnent; posta
fees; transportation tokens or passes; taxi fares; travel
advances and rei nbursenent for travel expenses; public
utility bills (if the location of the activity is so
situated that cash paynent is nore efficient); and | ocal
drayage (nmovenent of supplies or commodities within a
recogni zed netropolitan area in which both the point of
pi ck-up and delivery are |ocated).

The regul ations also state that TpDs are not to be used
as a substitute for paynments normally nmade through TFC.

The use of TpDs as a paynent option began as a pil ot
program in 1983. The Departnment's Region |V DOF began

I ssuing TPD paynments on Septenber 28, 1988; they were the
second office 1n the Departnent to begin the TPD program
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Qur review of internal controls over the TPD system was
made in accordance with generally accepted Governnent
auditing standards. The review was performed to
determne if DOF’s plan of organization, nethods
and procedures were adequate to ensure that: (1) TpDs
as used were consistent with |aws, regulations and
olicies, and (2) Tpbs were safeguarded agai nst waste,
oss and m suse. W interviewed DOF personnel and
observed aspects of the operation of the TPD conputer
systemto identify the internal controls in effect for
the TPD system

We studied applicable docunents regul ating TpDs
I ncl udi ng:

O fice of Managenent and Budget (OvB) G rcul ar
A-123 (A-123);

the General Accounting Ofice (GAO Standards
for Internal Controls in the Federal Governnent
(GAO Standards);

Chapter 3000 of the Treasury Financial Mnual
and its supplerment, the Manual of Procedures
and Instructions for Cashiers;

the oro’s Septenber 24, 1990 nenorandum on TPD
m ni num requi rements for internal controls;
and

Parts 37.01 through 37.104 of the Federal
Acqui sition Regul ations.

W discussed the use of TpDs With officials fromthe
Treasury, Internal Revenue Service (IRS), and the
Department. W also reviewed correspondence fromthe
Ofice of the Deputy Assistant Secretary, Finance (DASF)
concerning the issuance of TpPDs and other correspondence
to determne the Departnment and IRS positions relative to
contract health care providers.

Additionally, we evaluated the results of the October 17,
1990 internal control review performed by DOF officials
at the request of the DASF, the 1990 Federal Managers'
Financial Integrity Act report, and findings identified
by other auditors during reviews of Social Security

Adm nistration's TPD internal controls.
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Substantive tests were performed to eval uate the
effectiveness of the internal controls in preventin% or
detecting errors, including tests to determ ne whether
TPD di sbursenents were properly authorized. W select-
ed a statistical sanple of 200 TppDs froma total of
15,587 pre-nunbered drafts utilized during the period
Sept enber 28, 1989 through Novenmber 30, 1990. The DOF
did not maintain the data needed to readily determ ne

the total anmount of TPD paynments nade; therefore, we

used the 200 sanple itens to estimate the universe of TPD
paynents. Qur sanple included $79,000 of the estinated
$6.2 mllion in TPD paynents nmade by Region |V, DOF. The
i nproper TPD paynments were projected to the popul ation
using the difference estimtor.

Audit field work was conducted from Decenber 1990

t hrough February 1991 at the RASC, DOF office in Atlanta,
Ceor gi a. W net with oro officials in Washington, D.C
on June 12, 1991 to discuss the results of our review.

RESULTS OF REVIEW

The Region |V DOF TPD system of internal controls is

i nadequate to assure that the objectives of interna
control specified in A-123 are being acconplished. The
DOF does not have witten policies and procedures for

i ssuing TpDs. The internal controls present in the TPD
system | ack adequate separation of duties and do not
[Tmt access to either the TPD conputer system the bl ank
drafts, or the docunents that support issued drafts.
Additionalky, DOF has not established accountability for
the blank drafts used in the TPD system  The internal
controls were not sufficient to prevent the issuance of
TpDs for paynments normally made through TFC or to assure
that only adequately supported drafts were issued.

Seventy-five of the 200 drafts reviewed, totaling
$41, 380, represented paynments which were not allowable
for TpDs under Treasury regulations. Sonme of these
paynments were allowabl e under departnmental policy (see
aﬁpendix A). Wien projected over the population from
Ich we selected our sanple, the point estimate of the
paynments that were not allowable was $3,224,946. At the
90 percent confidence level, the precision of this sanmple
projection is +/- $910, 205.

TPD Internal Control s

The A-123 outlines the policies and standards to be
foll owed by executive Departnents and agencies in
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establ i shing, maintaining, evaluating, inproving and
reporting on internal controls in their program and
adm nistrative activities. The A-123 requires that an
agency's system of internal control be established and
mai ntai ned in accordance with the standards prescribed
br the Conptroller General. These standards require:
clearly docunmented internal control systems with the
docunentation readily available for exam nation;
separation of key duties and responsibilities for

aut hori zi ng, processing, recording, and review ng
transactions; accountability for the custody and use
of resources to be assigned and naintai ned; and
limtation of access to records and resources.

The GAO standards define internal controls as the plan
of organization and nmethods and procedures adopted by
managenent to ensure that resource use is consistent
with laws, regulations, and policies; that resources
are saf eguarded agai nst waste, |oss, and m suse; and
that reliable data is obtained, naintained, and fairly
di scl osed in reports. Further, the GAO standards state
that good internal controls are essential to achieving
t he proper conduct of Governnent business with ful
accountability for the resources nmade available. Good
internal controls also facilitate the achi evenent of
managenment objectives by serving as checks and bal ances
agai nst undesired actions. |In preventing negative
consequences fromoccurring, internal controls help
achi eve the positive ainms of program managers.

In a September 24, 1990 menorandum to all RASC Directors
the Director, oFo specified that the TPD system shoul d
allow only the DOF Directors to sign TpDs Wth the
responsibility being redelegated only to the senior
accountants in the Division. This nmenorandum al so
requires a separation of duties which segregates the
TPD manual systeminto: inputing of payee identifica-
tion nunbers; inputing and printing TPDs; approving,
signing, and distributing TpDs; and clearing and
reconciling drafts with the contractor.

Witten Procedures

The DOF does not maintain witten policies and procedures
whi ch docunent the controls in place for the TPD interna
control system A DOF official said that the conputer
system was devel oped from specifications provided by
ASMB officials and that the systemis naintained at
Headquarters (HQ. This DOF official said that verbal

di scussion of the systemis internal controls had been
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held, but that the DASF had not provided docunentation

of the computer's internal controls to the regions.
Additionally, the DOF official said that witten docunen-
tation of the conputer systemis internal controls had not
been requested. Initially, DOF did not believe that

t he manual portions of the TPD system needed i nternal
controls other than those used for'inprest funds because
the TPD systemwas in an evolutionary stage and drafts
were | ess vulnerable than cash. However, after a theft
was discovered in another region, the DASF required the
re?ions to develoE witten procedures for Tpps. A DOF
official stated that witten procedures devel oped by Hg
and anot her region would be nodified to neet the needs

of the Region IV., DOF. At conpletion of our field work,
final witten procedures had not been issued for the
manual operations of the Region |V TPD system

Separation of Duties

An adequate system of internal controls would provide for
the separation of key duties related to TpDs. The DOF
has not assured that key duties and responsibilities for
aut hori zi ng, ﬁrocessing, recordi ng, and review ng TPD
transactions have been separated as required by A-123.
Currently, 3 of the 11 DOF enployees perform inconpati -
bl e duties that enconpass nost of the manual activities
required to process TPD paynments. This |ack of separ-
ation of duties weakens internal controls. For exanple,
two DOF enpl oyees verify source docunentation, input
payee information, issue TpPD’s (including preparing the
accounting information) and sign the drafts. A third
enpl oyee verifies source docunentation, inputs payee
information and issues drafts (including preparing the
accounting information). In addition, this enployee
approves drafts for paynent to the contracted bank and
reconciles the nonthly bank statenent. W found no
conpensating controls that would offset this |ack of
separation of duties.

A DOF official said that the current system allowed the
work to be spread anong a | arger nunber of enpl oyees.
Anot her DOF enpl oyee said that as the volume of TpDs
increased, it was necessarg t hat enpl oyees perform
additional duties within the system

The oro menorandum of Septenber 24, 1990 instructed the
regions in TPD internal control procedures. However,
corrective neasures in Region IV were not addressed
until subsequent to the conpletion of our field work in
February 1991. The DOF initiated actions that could
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correct internal control weaknesses that relate to the
proper separation of duties and responsibilities. 1In a
menor andum dat ed February 14, 1991, DOF indicated that
TPD activities would be separated into three functional
areas (lnput of TppDs, Signature Authority, Cearing and
Uploading% and that no one enpl oyee woul d be responsible
for all three areas.

Access to and Accountability for Resources

The DOF has not established internal control procedures
that limt access to the TPD conputer system bl ank
drafts or supporting documentation. Further, DOF's
system of internal control does not require that account-
-ability for blank drafts be assigned. Currently, all DOF
enpl oyees choose their own password but all passwords
are known by one enployee. Therefore, this enployee has
access to all passwords and could access the TPD system
usi ng the passwords of other enployees. The system

is equipped to allow for Fassmord changes; however,
passwords are not routinely changed.

The DOF controls over TpPDs neither limt access to nor
requi re accountability for blank drafts. The blank
drafts are stored in a roomwth the conputer system and
printer. The door to this roomis |ocked at all tines
with the top half of the door open during office hours.
Any person may enter the room by reaching over the door
and openin% it fromthe inside. Therefore, all DOF

enpl oyees have access to the blank drafts and the system
hardware. In addition, accountability for the drafts has
not been assigned as required by GAO Internal contro

st andar ds.

| nadequate controls over source docunments exi st

t hroughout the finance office. These source docunents
include TPD draft copies, travel vouchers and invoices.
Travel vouchers and copies of the drafts are kept at
enpl oyees' desks until the original draft clears the
bank.  The docunents are then tiled according to payee
name. However, the filing systemis not naintained

in a readily accessible order. Some folders contain
docunentation for many different payees; this docunen-
tation is not in a systematic indexed order. O her
source docunents are kept in nuch the sane manner

only filed in different areas of the office. Al DOF
enpl oyees have access to the source docunents.

The DOF officials provided several reasons for the
control problens identified during our review.  First,
DOF officials stated that each enpl oyee needed access
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to the conputer system and the source docunentation to
assure that questions concerning issued TpPDs could be
answer ed. These officials stated that the source
docunments did not need to be controlled until the drafts
were issued. According to DOF officials, each clerk is
responsi ble for securing the supporting docunmentation for
their areas of responsibility. Further, Region 1V, DOF
requested that the system be nodified so that enployee
access to the system could be limted, but the request
was deni ed. The HQ officials felt that the current
system woul d becone obsolete with the inplenentation of
the automated travel voucher system and that therefore,
this type of nodification was not cost effective. The
DO officials stated that the drafts are maintained on

a continuous sheet and a theft from the sheet would be
noti ced. In addition, a DOF official stated that the
bank woul d be responsible if the signature on a draft was
f orged. The official also explained that approxi mately
1 year's supply of drafts are stored in DOF and the
supply is too bulky to store in the safe. In our

opi nion, adequate controls should be naintained to
protect CGovernnent resources and preclude an assertion
of DOF negligence should drafts be lost or misused.

TPD Paynments

As a result of DOF’s lack of control over the TPD system
the issuance of TPDs did not always conform to Treasury
regul ati ons. The TPDs were issued for transactions over
the established dollar 1limit and for itens that should be
paid by Treasury. The TPDs were al so issued based on
supporting docunentation which was not signed by an

aut horizing official whose signature was on file wth
DCF. Qur review showed that 75 of the 200 TPD paynents
reviewed were not made in accordance with Treasury's TPD
requi rements, although a few are in accordance wth
departnental policies which conflict with Treasury
requirenents.

Split TPD Paynents

El even of the 200 drafts reviewed totaling $19,811 were
issued, along with another draft to cover a transaction
amount that was nore than the Treasury limtation. In a
letter dated July 3, 1989, Treasury approved a $2,500
limt on each TPD. The DOF, however, issued nore than
one draft for transactions which totaled over $2,500. A
DOF official stated that DOF has no official authoriza-
tion to split draft paynments, but indicated that they
were told by an oro official to do so in order to
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avoid tinme delays and inprove service to departnental
enpl oyees.

According to the DOF individual, on January 23, 1991,
DOF was notified by orFo to discontinue the practice of
splitting paynents.

Contr act Health Care Providers

The Treasury regulations do not permt use of TPDs in
payi ng for personal services or paying invoices for
contracts. Ei ght of the 200 drafts reviewed, totaling
$4,734, were issued to conpensate health care providers
under contract for services rendered in the Region |V
health unit. W are concerned about these paynents. The
Departnent's Public Health Service, Division of Federal
Enpl oyee Cccupational Health, contracts w th physicians
and nurses to staff health units. The Region |V con-
tractors' salaries are submtted to DOF twi ce each nonth
using Form 1034, entitled Public Voucher For Purchases
And Services Gther Than Personal. The DOF subsequently
| SSUes TpDs in ?aynent of these health care services.

The DOF officials indicated that they considered these
paynments were for invoices and that the contracts were
not personal services contracts. The DCF officials also
stated that they were told by HQ to pay the contractors.
Regardl ess of whether these payments were for persona
services or in response to HQ Instructions, we believe
this use of TpDs i s unallowable.

The IRS recently issued a final report in which they
classified these contracts as personal services con-
tracts. The Department is currently appealing the

IRS' s decision. The results of this appeal wll resolve
the issue concerning the type of services, personal or
nonpersonal, that the health care provider contracts
represent. If the IRS issues a final ruling that these
are personal services contracts, then payments by TpDs
woul d not conply with Treasury regul ations.

The DOF officials stated that one of the main reasons
for inplementing the TPD systemwas to be able to pay
the contractors and vendors.

W nmet wth oro officials on June 12, 1991 and di scussed
the use of TpD’s to pay health care providers. W were
told that it was a departnental policy to make these
paynments through the TPD system  Further, oro offi-
cials said that OMB has been informed of this use of

the TPD system  The oro officials indicated that OVB
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was considering renmoving TpbD‘s fromthe imprest fund
requi rements and therefore elimnating the restriction
on maki ng TPD paynments for invoices and persona

servi ces. The orFo officials also stated that, although
this conmmuni cation with OMB may have been documnent ed,

t he docunentation was not readi |y avail abl e.

| nvoi ces

Fourteen of the 200 drafts reviewed, totaling $2,931,
were paynments for invoices that were not made in
accordance with TPD requirenents. These paynents

woul d not have been nade from cash imprest funds and,
therefore, should not have been nmade using TpDs. A
menor andum from t he DASF, dated August 11, 1988, in-
structed DOF to pay vendor invoices that did not exceed
the Treasury limtation of $2,500. The DOF officials
stated that they could not neet the requirenents of the
Pronmpt Paynment Act wi thout using TPDs.

In the June 12, 1991 neeting, oro officials stated that
it was departnmental policy to pay invoices using TpPDs.
These officials indicated that it was nuch nore cost
effective to issue a TPD than it was to issue a Treasury
check. Further, they indicated that significant tine

del ays were experienced in making Treasury check paynents
because the regional systemdid not provide on-line data
entry.

Aut hori zed éignature Bi nders

Twenty-four of the 200 drafts reviewed, totaling $6, 538,
had been authorized by an official whose signature was
not in the DOF authorized signature binders. A DOF
official stated that reviews of these binders were not
always performed. The official stated that authorizing
signatures are reviewed only if a travel. voucher is
selected for audit. OQherw se, DOF does not check to
ensure that a duly authorized signature is contained in
the authorizing signature space. W subsequently found
that the officrals whose signatures were not on file had
been del egated signing authority, but the signature

bi nders had not been updat ed.

Multiple Errors

Ei ghteen of the 200 drafts reviewed, totaling $7, 366,

were issued with multiple errors or were not supported by
adequate docunentation. Two drafts totaling $4,000 were
issued to pay invoices and each draft was also part of a
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split draft paynent. The split paynents were nmade to
circumvent the Treasury requirenent that |imts the
amount of TPD paynents to $2, 500. Anot her draft issued
for $1,300 was used to pay for personal services and the
approving signature was not included in DOF’s authorized
signature file. Twelve drafts totaling $839 were used to
pay invoices that were not supported by purchase orders
and receiving reports. A DOF official stated that the
twel ve drafts were supported by a blanket purchase order
but did not provide the purchase order for our review.
Three drafts totaling $1,227 were errors because there
was no supporting docunents for the drafts.

In addition to the findings identified during our audit,
DO officials also found weaknesses in the TPD interna
control system The COctober 17, 1990 DOF internal
control report recomended that witten procedures be
devel oped which would include proper segregation of
duties and assure that only legal, proper, and author-

i zed paynents were nade. It also recomended that the
conmputer system be nodified to allow entry for query
pur poses only. The DOF officials stated that they were
currently taking steps to conply with the reconmendations
in the internal control report.

Conclusions and Recommendati ons

Qur audit showed that the TPD internal control system
was not docunented, the separation of key duties was
not adequate, access to resources was not limted, and
there was no assigned accountability for resources. In
addition, the internal control system did not ensure
that TPD paynents were nade in accordance with Treasury
regul ati ons.

We reconmend that ASMB provide increased oversight of the
TPD system nationwi de and inplenment internal controls
that assure TPDs are controlled in accordance with
applicable laws and regul ati ons.

W recomrend that DOF:

1. Prepare witten policies and procedures for the
entire TPD system Included in the interna
control system should be an adequate separa-
tion of duties. These controls should ensure
conpliance with the internal control standards
requi red under A-123 in that:
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-- all transactions are properly authorized,

- transactions are not over the established
dollar limt; and

--  paynents are not made for personal services
contracts and invoices.

2. Limt access to the conputer system(e.qg.
preventi ng anY one enpl oyee from access to al
passwords), blank drafts, and source docunents
to authorized individuals who are accountabl e
for the custody and use of resources.

ASMB Response and O G Comments - TPD Internal Controls

In the witten response to our draft report, ASMB
officials generally agreed with our draft report
findings. The response stated that oro has i1nitiated
actions which resulted in the inplenentation of en-
hanced internal controls, which included: (1) issuing
a Disbursenents and TPD System Procedures Mnual

(2) conducting in-depth, on-site reviews of the TPD
systens in the Regions and at HQ and (3) issuing
instructions correcting internal control weaknesses
related to proper separation of duties and responsibil -
ities. An on-site review is scheduled for Region IV to
identify and resol ve any remai ning TPD paynent probl ens.

The ASMB al so plans to install a new Core Accounting
System whi ch incorporates an automated paynents schedul e
modul e.  According to ASMB, this new accounting system
w || enhance internal controls and ensure that resources
are adequately protected.

a G Comments

The ASMB actions, such as providing instructions for
the separation of duties, limting access to resources,
assigning accountability for resources and issuing
witten TPD policies and procedures, should strengthen
internal controls over TpDs. W believe the indicated
actions shoul d be adequate to correct the deficiencies
we identified. I n conjunction wth these enhancenents
in internal controls, ASMB should closely nmonitor the
operation of the new Core Accounting Systemto ensure
it produces the desired results.

ASMB Response and O G Comments - TPD Paynents

The ASMB agreed that the practice of SPIitting paynment s
was not in accordance with departnental policy and
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stated that Region IV was instructed to discontinue
the practice.

The ASMB cited several reasons for using TpDs for itens
that the O G believes should have been paid by Treasury
check. According to ASMB, TpDs are nore cost effective,
they allow the Departnment to neet the requirenments of the
Pronpt Pay Act, and they avoid time del ays associ at ed
Wi th nakin% Treasury check paynents. The ASMB further
believes that tinme delays for certain types of vendor
paynments will be overcome with the inplenentation of
the new Core Accounting System In the interim ASMB
is planning to request that Treasury provide a policy
clarification as to what types of paynments can be made
usi ng TPDs.

In the witten response, ASMB also stated that the

I ssue of using TPDs toO ﬁay contract nurses has not

been resolved. Although the IRS has ruled that the
nurses are perform ng under personal services contracts,
t he Departnent plans to appeal the IRS decision.

In addition, ASMB believes that the type of services,
personal or nonpersonal, the nurses performis a
procurenment issue that is being addressed by ASMB’s
Ofice of Acquisition and Grants Managenment. Therefore,
these payments should not have been characterized as

i nappropri at e.

The ASMB agreed with our recommendation to limt access
to the conputer system blank drafts and source docunents
to authorized individuals. In addition, oro has issued
witten TPD System policies and procedures to al

regi onal finance offices.

A G Comment s

The asMB’s justification for using TPDs to pay for itens
that should be paid by Treasury check appears to be
reasonable. However, we still believe that TpDs should
not be used to pay for items that are specifically

prohi bi t ed bY Treasury regulations. In addition to
obtaining policy clarification from Treasury as to what
tYpes of paynents can be made using TppDs, ASMB shoul d

al so seek approval for regulatory changes needed to all ow
TPD pa¥nents for any costs where they can be used in a
cost-effective manner with assurance that Governnent
resources are adequately protected.
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Wth respect to the use of TpPDs to pay health care nurses
and invoices, Treasury regulations do not currently
permt the use of TpDs in paying for personal services
contracts or invoices. Accordingly, we continue to
bel i eve such paynent nust be categorized as inappro-
priate. W agree that the results of the Departnent's
appeal will resolve the health care nurse issue.

Pl ease advise us within the next 60 days of any further
actions taken on this report. Should you have any
questions on the above, please call me or have your staff
contact John A Ferris, Assistant |nspector Ceneral for
Human, Fam |y and Departmental Services Audits; at (202)
619-1175.



UNALLOMABLE PAYMENTS

APPENDI X A

MADE USING THI RD PARTY DRAFTS

No. of
Type of Paynent Paynent s
Split TPD Paynents 11
Contract Health
Care Providers 8
| nvoi ces 14
Aut hori zed Signature
Bi nders 24
No Supporting
Docunent s 3
Subt ot al 60
Multiple errors:
I nvoices and Split
TPD Paynent s 2%
Contract Health
Care Providers and
Unaut hori zed Signatures 1*
I nvoi ces and Unable to
Provide P.O or Receiving
Reports 12%
TOTAL 75

Amount  of
Paynent
$ 19,811

4,734
2,931

6, 538

1,227
$ 35,241

4, 000

1, 300

839

$_41,380

* These figures are included in the 15 Miltiple

error count.
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SUBJECT : Internal Controls Over the Third Party Draft System in
the Regional Adm nistrative Support Center, Region |V
(A-04-91-00009, Draft Report) -- Response

W are in basic agreenent with your office's draft audit report -
that Region 1V, Regional Admnistrative Support Center's (RASC)
internal controls for the Third Party Draft (TPD) System were

i nadequat e. However, we have taken steps to inprove our

procedures and therefore do not believe the magnitude of the

current problens is as great as when the review was conducted.

The Ofice of Financial Operations (OFO has initiated several
actions which have resulted in the inplenentation of enhanced
internal controls to protect against fraud, waste and abuse.

The report nade two basic recommendations concerning the internal
controls over the Third Party Draft System  The first
recommendation was to prepare witten policies and procedures for
the entire TPD System with sufficient controls to ensure
conpliance with the internal control standards required under OVB
Grcular A-123. The second recomendation was to limt access to
the conputer system source docunents, and blank drafts to

aut horized individuals who are accountable for the custody and
use of resources.

As noted in the first recomendation, there were internal control
weaknesses when Region |V started issuing TPD paynents. To
strengthen the internal controls over the TPD System OFO has
taken the following actions: issued a Disbursenents and TPD
System Procedures Manual: conducted in-depth on site reviews of
the TPD systens in Region VII and at Headquarters due to the
internal control problens encountered in Region VII in Septenber
1990; conducted TPD internal control reviews of the remaining
Regions in the first quarter of FY 1991 based on procedures

developed from the initial 1990 reviews; issued instructions to
BS OLWY 11634 2y
WE3N30
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correct internal control weaknesses that related to the proper
separation of duties and responsibilities. W also have
scheduled an on site review of Region IV in the second quarter of
this fiscal year to identify and resolve any remaining TPD
paynment problens. Additionally, the planned installation of the
new Core Accounting System Wwhich incorporates an autonated
payments schedule nodule, wll enhance internal controls and
provi de nmanagenent wth greater assurance that resources are well
guarded and protected.

W agree that the practice of splitting paynents to avoid the
$2,500.00 Treasury limtation was not in accordance with HHS
policy. Region 1V was notified on January 23, 1991, to

di sconti nue the practice.

The audit noted that certain TPD paynments were in the category of
"Unal | onabl e Paynents Made Using Third Party Drafts", and

concl uded these should have been paid by Treasury check. There
are several reasons for using the TPD System for paynment of snall
purchases: TPD paynents are nore cost effective: they neet the
requirements of the Pronpt Pay Act; and they avoid the tine

del ays associated wth making Treasury check paynents. Ti me
delays for certain types of vendor paynents wll be overcone wth
the inplenmentation of the new Core Accounting system thus making
paynents by Treasury check nore tinme and cost effective. After
the Core Accounting System becones operational, we wll
reevaluate our options to ensure that we continue to utilize the
nost cost effective paynent nechanism However, in the interim
we are planning to pursue policy clarification with Treasury.

An area that has yet to be resolved is the proper form for
payments to conpensate nurses under contract for services
rendered in Region IV's Health Care Units. Recently, the IRS has
issued a final report finding that the nurses are performng
personal service contracts. HHS disagrees with this ruling and
is now in the process of appealing the decision. The result of
the appeal wll resolve the issue concerning the type of
services, personal or non-personal, the nurses represent. Si nce
this is a procurenent issue which is currently being addressed by
the ASMB Ofice of Acquisition and G ants Mnagenent, it is not
proper to characterize such paynents using TPD's as

i nappropri ate.

We concur with the audit's second recommendation of limting
access to the conputer system blank drafts, and source docunents
to authorized individuals who are accountable for the custody and
use of resources. OF0O has devel oped and issued witten TPD
System policies and procedures to all ten Regional Finance
Ofices. These procedures, coupled with the planned installation
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of the new Core Accounting System will provide additional
internal controls and Departnmental oversight. V& wll continue
to evaluate the TPD System activities, instituting further

i nprovenents as necessary.

Should your staff have any questions or require additional
informati on, please do not hesitate to have them contact Henry
Leach at 245-0401.



